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credit union must also include the under-
lying assets in each registered investment
company in the relevant sectors described in
paragraph (d)(1) of this section when calcu-
lating those sector limits.

(3) A corporate credit union will limit its
aggregate holdings in any investments not
described in paragraphs (d)(1) or (d)(2) of this
section to the lower of 100 percent of capital
or 5 percent of assets. The NCUA may ap-
prove a higher percentage in appropriate
cases.

(4) Investments in other federally insured
credit unions, deposits and federal funds in-
vestments in other federally insured deposi-
tory institutions, and investment repurchase
agreements are excluded from the concentra-
tion limits in paragraphs (d)(1), (d)(2), and
(d)(3) of this section.

(e) Corporate debt obligation subsector limits.
In addition to the limitations in paragraph
(d)(1)(viii) of this section, a corporate credit
union must not exceed the lower of 200 per-
cent of capital or 10 percent of assets in any
single North American Industry Classifica-
tion System (NAICS) industry sector. If the
corporation does not have a readily ascer-
tainable NAICS classification, a corporate
credit union will use its reasonable judgment
in assigning such a classification. NCUA may
direct, however, that the corporate change
the classification.

(f) Credit ratings.—(1) All investments,
other than in another depository institution,
must have an applicable credit rating from
at least one NRSRO. At a minimum, 90 per-
cent of all such investments, by book value,
must have a rating by at least two NRSROs.
Corporate credit unions may use either pub-
lic or nonpublic NRSRO ratings to satisfy
this requirement.

(2) At the time of purchase, investments
with long-term ratings must be rated no
lower than AA- (or equivalent) by every
NRSRO that provides a publicly available
long-term rating on that investment, and in-
vestments with short-term ratings must be
rated no lower than A-1 (or equivalent) by
every NRSRO that provides a publicly avail-
able short-term rating on that investment. If
the corporate credit union obtains a non-
public NRSRO rating, that rating must also
be no lower than AA-, or A-1, for long-term
and short-term ratings, respectively.

(3) All rating(s) relied upon to meet the re-
quirements of this part must be identified at
the time of purchase and must be monitored
for as long as the corporate owns the invest-
ment. Corporate credit unions must identify
and monitor any new post-purchase NRSRO
ratings on investments they hold.

(4) Investments are subject to the require-
ments of §704.10 if:

(i) An NRSRO that rates the investment
downgrades that rating, after purchase,
below the minimum rating requirements of
this part; or
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(ii) The investment is part of an asset class
or group of investments that exceeds the sec-
tor or obligor concentration limits of this
section.

(g) Reporting and documentation. (1) At least
annually, a written evaluation of each credit
limit with each obligor or transaction
counterparty must be prepared and formally
approved by the board or an appropriate
committee. At least monthly, the board or
an appropriate committee must receive an
investment watch list of existing and/or po-
tential credit problems and summary credit
exposure reports, which demonstrate compli-
ance with the corporate credit union’s risk
management policies.

(2) At a minimum, the corporate credit
union must maintain:

(i) A justification for each approved credit
limit;

(ii) Disclosure documents, if any, for all in-
struments held in portfolio. Documents for
an instrument that has been sold must be re-
tained until completion of the next NCUA
examination; and

(iii) The latest available financial reports,
industry analyses, internal and external ana-
lyst evaluations, and rating agency informa-
tion sufficient to support each approved
credit limit.

2. At 75 FR 715628, Nov. 24, 2010, §704.6 was
amended by revising paragraph (b), effective
Jan. 18, 2011. For the convenience of the user,
the revised text is set forth as follows:

§704.6 Credit risk management.

* * * * *

(b) Exemption. The limitations and require-
ments of this section do not apply to certain
assets, whether or not considered invest-
ments under this part, including fixed assets,
individual loans and loan participation in-
terests, investments in CUSOs, investments
that are issued or fully guaranteed as to
principal and interest by the U.S. govern-
ment or its agencies or its sponsored enter-
prises (but not exempting, for purposes of
paragraph (d) of this section, mortgage
backed securities), investments that are
fully insured or guaranteed (including accu-
mulated dividends and interest) by the
NCUSIF or the Federal Deposit Insurance
Corporation, and settlement funds in feder-
ally insured depository institutions.

* * * * *

§704.7 Lending.

(a) Policies. A corporate credit union
must operate according to a lending
policy which addresses, at a minimum:

(1) Loan types and limits;

586



National Credit Union Administration

(2) Required documentation and col-
lateral; and

(3) Analysis and monitoring stand-
ards.

(b) General. Each loan or line of cred-
it limit will be determined after ana-
lyzing the financial and operational
soundness of the borrower and the abil-
ity of the borrower to repay the loan.

(c) Loans to members—(1) Credit
unions. (i) The maximum aggregate
amount in unsecured loans and lines of
credit to any one member credit union,
excluding pass-through and guaranteed
loans from the CLF and the NCUSIF,
must not exceed 50 percent of capital.

(ii) The maximum aggregate amount
in secured loans and lines of credit to
any one member credit union, exclud-
ing those secured by shares or market-
able securities and member reverse re-
purchase transactions, must not exceed
100 percent of capital.

(2) Corporate CUSOs. Any loan or line
of credit must comply with §704.11.

(3) Other members. The maximum ag-
gregate amount of loans and lines of
credit to any other one member must
not exceed 15 percent of the corporate
credit union’s capital plus pledged
shares.

(d) Loans to nonmembers—(1) Credit
unions. A loan to a nonmember credit
union, other than through a loan par-
ticipation with another corporate cred-
it union, is only permissible if the loan
is for an overdraft related to the pro-
viding of correspondent services pursu-
ant to §704.12. Generally, such a loan
will have a maturity of one business
day.

(2) Corporate CUSOs. Any loan or line
of credit must comply with §704.11.

(e) Member business loan rule. Loans,
lines of credit and letters of credit to:

(1) Member credit unions are exempt
from part 723 of this chapter;

(2) Corporate CUSOs are not subject
to part 723 of this chapter.

(3) Other members not excluded
under §723.1(b) of this chapter must
comply with part 723 of this chapter
unless the loan or line of credit is fully
guaranteed by a credit union or fully
secured by U.S. Treasury or agency se-
curities. Those guaranteed and secured
loans must comply with the aggregate
limits of §723.16 but are exempt from
the other requirements of part 723.

§704.8

(f) Participation loans with other cor-
porate credit unions. A corporate credit
union is permitted to participate in a
loan with another corporate credit
union provided the corporate retains
an interest of at least 5 percent of the
face amount of the loan and a master
participation loan agreement is in
place before the purchase or the sale of
a participation. A participating cor-
porate credit union must exercise the
same due diligence as if it were the
originating corporate credit union.

(g) Prepayment penalties. If provided
for in the loan contract, a corporate
credit union is authorized to assess
prepayment penalties on loans.

[62 FR 12938, Mar. 19, 1997, as amended at 64
FR 57365, Oct. 25, 1999; 67 FR 65655, Oct. 25,
2002; 68 FR 56550, Oct. 1, 2003; 756 FR 34621,
June 18, 2010]

§704.8 Asset and liability manage-
ment.

(a) Policies. A corporate credit union
must operate according to a written
asset and liability management policy
which addresses, at a minimum:

(1) The purpose and objectives of the
corporate credit union’s asset and li-
ability activities;

(2) The maximum allowable percent-
age decline in net economic value
(NEV), compared to base case NEV;

(3) The minimum allowable NEV
ratio;

(4) Policy limits and specific test pa-
rameters for the interest rate sensi-
tivity analysis requirements set forth
in paragraph (d) of this section;

(56) The modeling of indexes that
serve as references in financial instru-
ment coupon formulas; and

(6) The tests that will be used, prior
to purchase, to estimate the impact of
investments on the percentage decline
in NEV, compared to base case NEV.
The most recent NEV analysis, as de-
termined under paragraph (d)(1)(i) of
this section may be used as a basis of
estimation.

(b) Asset and liability management com-
mittee (ALCO). A corporate credit
union’s ALCO must have at least one
member who is also a member of the
board of directors. The ALCO must re-
view asset and liability management
reports on at least a monthly basis.
These reports must address compliance
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